Ben  Rosenfield 
Controller 


CITY  AND  COUNTY  OF  SAN  FRANCISCO 


OFFICE  OF  THE  CONTROLLER 


Monique  Zmuda 
Deputy  Controller 


MEMORANDUM 
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Commission  President  Mazzola  and  Commissioners 
San  Francisco  Airport  Commission 


John  L.  Martin,  Airport  Director 
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GOVERNMENT 
DOCUMENTS  DEPT 

MAR  1 8 2014 


FROM:  Tonia  Lediju,  Director  of  City  Audit 

City  Services  Auditor  Division 


SAN  FRANCISCO 
PUBLIC  LIBRARY 


DATE:  February  13,  2014 


SUBJECT : Airport  Commission:  The  Airport  Did  Not  Use  the  Appropriate  Contract 

Type  and  Did  Not  Perform  All  Close-out  Procedures 


The  Airport  Commission  (Airport)  used  a personal  services  contract  for  its  Parking  Access 
Revenue  Control  System  (PARCS)  project,  although  the  project’s  scope  called  for  a 
construction  contract.  As  a result,  the  contract  with  Scheidt  & Bachmann  USA  Inc.  (S&B) 
excluded  close-out  procedures  typically  included  in  Airport  construction  contracts  and  these 
procedures  were  not  performed.  The  Airport  concurs  with  the  finding  and  agrees  to  implement 
the  two  related  recommendations. 


Background 

Basis  for  Assessment.  In  accordance  with  its  work  plan  for  fiscal  year  2013-14,  the  Office  of  the 
Controller’s  City  Services  Auditor  Division  (CSA)  assessed  the  Airport’s  compliance  with 
construction  contract  close-out  requirements  as  part  of  CSA’s  ongoing  program  of  assessing 
compliance  with  contract  close-out  requirements  in  various  departments  of  the  City  and  County 
of  San  Francisco  (City)  each  quarter. 


EXECUTIVE  SUMMARY 


BACKGROUND,  OBJECTIVES  & METHODOLOGY 


415-554-7500 


City  Hall  • 1 Dr.  Carlton  B.  Goodlett  Place  • Room  316  • San  Francisco  CA  94102-4694 


FAX  415-554-7466 


Page  2 of  5 

Airport  Commission:  The  Airport  Did  Not  Use  the  Appropriate  Contract  Type  and  Did  Not  Perform  All 
Close-out  Procedures 
February  13,  2014 

San  Francisco  International  Airport.  San  Francisco  International  Airport  (SFO)  is  a world-class 
airport  serving  more  than  41  million  domestic  and  international  passengers  annually.  As  one  of 
the  world’s  25  busiest  airports,  SFO  offers  frequent  connections  to  cities  across  the  United 
States.  The  Airport’s  Design,  Construction,  and  Technology  Division  is  the  subject  of  this 
assessment. 

Project  Description.  The  PARCS  project,  Contract  8329,  was  designed  to  provide  the  Airport’s 
parking  garages  with  a new,  online,  virtual  real-time  revenue  control  system  centrally  controlled 
over  an  Internet-based  network.  The  system  is  meant  to  improve  the  parking  patron  experience 
by  allowing  for  express,  ticketless  parking  transactions.  An  online  system  is  to  provide 
comprehensive  monitoring,  control,  reporting,  and  auditing  functionality  to  provide  the  Airport’s 
parking  patrons  the  best  possible  customer  service  experience. 

The  Airport  selected  S&B  as  the  contractor  for  this  project,  the  original  budget  of  which  was 
$5,990,117.  The  project  started  on  November  30,  2005,  and  the  original  planned  contract 
duration  of  365  days  meant  a scheduled  completion  date  of  November  30,  2006.  However, 
because  of  several  delays,  along  with  several  scope  additions  and  contract  modifications,  the 
actual  completion  date  was  April  1,  2013,  or  more  than  seven  years  after  the  project  began.  The 
final  project  cost  was  $8,054,331,  which  was  $2,064,214  over  the  original  contract  amount.  The 
final  duration  of  the  project  was  2,679  days. 

Contract  Timeline.  According  to  the  deputy  airport  director,  the  PARCS  contract  was  originally 
managed  by  the  Airport’s  Business  and  Finance  Division,  but  was  later  inherited  by  the  Design, 
Construction,  and  Technology  Division.  The  contract  required  S&B  to  provide  and  install  the 
related  software,  equipment,  devices,  and  subsystems  specified  in  the  contract.  The  contractor 
was  also  required  to  remove  existing  parking  revenue  equipment,  adjust  the  existing  curbed 
concrete  islands,  and  install  new  system  wiring.  As  the  project  progressed,  multiple  contract 
modifications  extended  the  timeline  and  expanded  the  scope  of  work.  According  to  the  project 
manager,  the  contract’s  management  was  transferred  to  the  Airport’s  Design,  Construction,  and 
Technology  Division  as  the  integration  of  multiple  disciplines  demanded  by  the  revised  project 
scope  grew  challenging. 

The  exhibit  below  details  the  various  modifications  to  the  contract. 


ISilE&^HValue  of  PARCS  Contract  Modifications 

Contract  Modification 

Modification  Value 

Revised  Contract  Value 

1 

$267,749 

$6,257,866 

2 

949,999 

7,207,866 

3 

269,337 

7,477,203 

4 

1,520,799 

8,998,002 

5 

(943,671) 

8,054,331 

TOTAL 

$2,064,213 

$8,054,331 

Source:  Airport  Commission  Contract  Modifications  - Actual  Values 
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Contract  modifications  1 through  4 expanded  the  scope  of  work  of  the  project  by  requiring  S&B 
to  both  perform  additional  work  and  provide  additional  items  not  originally  in  the  contract.  The 
additional  work  included  interfacing  PARCS  with  FasTrak^  technology  and  systems,  completing 
improvements  to  Airport  Employee  Parking  Lot  D to  allow  mixed-use  (employee  and  public) 
parking,  and  automating  the  use  of  Parking  Lot  D.  The  expanded  scope  required  the  contractor 
to  make  several  infrastructure  changes,  including  modifications  to  existing  entry/exit  lane 
configurations  through  civil  engineering  work  and  electrical  and  communications  improvements. 
The  modifications  also  required  S&B  to  provide  additional  equipment  to  automate  the  parking 
operation  at  the  facility. 

Modification  5 reduced  the  contract  amount  because  of  a reduction  in  the  contract’s  scope.  The 
final  scope  reduction  occurred  after  the  Airport  concluded  that  S&B  did  not  have  the  appropriate 
contractor’s  license  to  subcontract  for  portions  of  the  scope  of  work  that  were  added  by  prior 
modifications.  Due  to  S&B’s  inability  to  subcontract,  the  Airport’s  legal  staff  advised  the  Design, 
Construction,  and  Technology  Division  to  inform  S&B  to  stop  all  work  until  the  issue  was 
resolved.  The  scope  reduction  soon  followed,  and  the  contract  was  then  closed  out. 

Close-out  Defined.  Contract  close-out  formally  ends  the  construction  phase  of  a capital  project 
and  ensures  that  all  contractual  and  legal  obligations  have  been  fulfilled  before  final  payment  is 
released  to  the  contractor.  Ensuring  compliance  with  all  close-out  procedures  assures  the  City 
that  the  contractor  has  used  city  resources  appropriately  and  has  completed  the  work  in 
accordance  with  contract  terms. 

Objectives 

The  objectives  of  the  assessment  were  to  determine  whether; 

• The  Airport  adequately  oversaw  compliance  with  construction  close-out  requirements  for 
the  Parking  Access  Revenue  Control  System  Project. 

• The  contractor  complied  with  the  contract’s  close-out  requirements. 

Methodology 

To  achieve  the  objectives,  CSA: 

• Reviewed  the  applicable  close-out  requirements  in  the  PARCS  contract. 

• Developed  a checklist  of  requirements  for  all  phases  of  close-out  based  on  a standard 
Airport  construction  contract’s  close  out  procedures. 

• Interviewed  Airport  personnel. 

• Reviewed  close-out  documentation  provided  by  the  Airport. 

Government  Auditing  Standards  do  not  cover  nonaudit  services,  which  are  defined  as 
professional  services  other  than  audits  or  attestation  engagements.  Therefore,  the  Airport  is 


' FasTrak  is  an  electronic  toll  collection  program  for  San  Francisco  Bay  Area  bridges  developed  by  the  Bay  Area  Toll 
Authority  and  administered  by  Affiliated  Computer  Services. 
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responsible  for  the  substantive  outcomes  of  the  work  performed  during  this  assessment,  and  is 
responsible  to  be  in  a position,  in  fact  and  appearance,  to  make  an  informed  judgment  on  the 
results  of  the  nonaudit  service. 


RESULTS 

Finding  - Because  it  used  a personal  services  contract  for  the  PARCS  project,  the 
Airport  did  not  follow  all  standard  construction  contract  close-out  procedures, 
increasing  the  risk  of  contractor  nonperformance. 

The  Airport  used  a personal  services  contract  instead  of  a construction  contract  as  the 
agreement  between  the  Airport  and  the  general  contractor,  S&B,  for  the  PARCS  project.  As  a 
result: 


• The  contract  lacked  the  close-out  procedures  of  a current,  standard  construction 
contract. 

• The  Airport  did  not  complete  all  close-out  procedures  required  for  construction  projects. 

• The  Airport  transferred  the  contract’s  management  during  delivery  of  the  project  to  the 
Airport’s  Design,  Construction,  and  Technology  Division  to  be  carried  out  as  a 
construction  project. 

According  to  the  PARCS  project  manual,  the  contract  originated  as  a personal  services 
contract,  although  the  contract  contained  public  works  aspects.  According  to  the  project 
manager,  because  the  project’s  scope  changed  such  that  it  required  multiple  disciplines  to  be 
integrated  into  the  project,  the  Airport  transferred  the  management  of  the  contract  to  the  Design, 
Construction,  and  Technology  Division. 

Because  a construction  contract  was  not  used  from  the  project’s  initiation,  the  close-out 
procedures  found  in  a standard  city  construction  contract  were  not  included  and  some  were  not 
followed.  For  example,  a standard  city  construction  contract  lists  the  provision  of  a guaranty 
bond  in  the  amount  of  10  percent  of  the  final  contract  amount,  or  a letter  that  would  be  enforced 
for  a period  of  two  years  from  the  date  of  final  acceptance.  Because  the  PARCS  contract  did  not 
contain  this  requirement,  the  Airport  could  not  provide  verification  that  the  guaranty  bond  was 
produced  before  final  acceptance.  Another  example  is  the  lack  of  a requirement  for  written 
notice  from  the  contractor  claiming  completion  of  substantial  completion  requirements.  The  lack 
of  these  requirements  in  the  contract  increased  the  risk  that  the  contractor  and  the  Airport  would 
not  fulfill  all  normal  contractual  and  legal  obligations  before  final  payment  was  approved  to  the 
contractor. 

Although  the  contract  excluded  the  standard  construction  contract  close-out  procedures,  the 
Airport  maintained  a checklist  that  included  most  of  the  documents  required  for  certain  close-out 
procedures. 
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Recommendations 

The  Airport  Commission  should; 

1 . Ensure  that  the  appropriate  contract  type  is  used  for  work  performed,  be  it  personal 
services  or  construction. 

2.  Ensure  that  all  standard  city  construction  close-out  procedures  are  included  in  contracts 
and  completed  for  all  projects  that  include  construction  work. 


The  Airport’s  response  is  attached.  CSA  will  work  with  the  Airport  to  follow  up  on  the  status  of 
the  recommendations  made  in  this  memorandum.  CSA  extends  its  appreciation  to  you  and  your 
staff  who  assisted  with  this  project.  If  you  have  any  questions  or  concerns,  please  contact  me  at 
(415)  554-5393  or  Tonia.Lediju@sfgov.org. 


cc:  Airport 

Tryg  McCoy 
Leo  Fermin 
Ivar  Satero 
Wallace  Tang 
Geoff  Neumayr 
Damian  Davis 
Reuben  Halili 
Kristine  Casipit 

Controller 
Ben  Rosenfield 
Monique  Zmuda 
Mark  de  la  Rosa 
Nicholas  Delgado 
Freddy  Padilla 
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ATTACHMENT:  DEPARTMENT  RESPONSE 


San  Francisco  International  Airport 


I cbruarN  5.  20 1 4 

I onia  I cdiju 
Pircclor  offitv  Audits 
Cil>  Hall.  RiHun  476 
I Dr.  Carlton  B.  tjoixllctt  Place 
San  Francisco.  CA  04102 


Subject;  Airport  t ontract  No.  8.?20  Parking  Access  Revenue  Control  Svstems  ( PARCS)  Response 

toCSA  Draft  Audit  Report  (dated  2/I.VI4) 


Dear  Ms  Ledijti: 

F.nclosed  for  your  use  is  the  Airport's  response  to  the  recommendations  of  the  referenced  audit  of  Airport 
Contract  No.  8320  Parking  Access  Revenue  Control  Sy .stems  ( PARCS).  Also  included  are  the 
Constniction  ctmtract  Substantial  Completion  and  Final  Closeout  checklists  documents  that  were 
requested. 

I he  eSA  draft  report  appears  to  be  complete  and  concise,  and  the  Airport  has  no  further  comment. 

Please  note  we  have  included  our  responses  in  the  ( SA  Division  forms,  as  instructed.  Please  feel  free  to 
contact  me  w ith  anv  comments  or  questions  We've  enjo>cd  working  vv  ith  your  team  on  this  audit,  and 
thev  have  demonstrated  ihe  utmost  professionalism  and  dedication  in  (verforming  their  work. 


cc  Nicholas  Delgado.  Audit  Manager 


For  each  recommendation,  the  responsible  agency  should  indicate  whether  it  concurs,  does  not  concur,  or  partially  concurs.  If  it  concurs  with 
the  recommendation,  it  should  indicate  the  expected  implementation  date  and  implementation  plan.  If  the  responsible  agency  does  not  concur  or 
partially  concurs,  it  should  provide  an  explanation  and  an  alternate  plan  of  action  to  address  the  identified  issue. 
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